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OURRENT DEVELOPIEHTS

GEFRAL: Turcpean currency devaluations will have defiationarxy q.ai‘i‘ects
in iatin America, but trade with the dollar area will not be sericusly
affected (p, 2). Iritish dependencies in the .egtem llewisphere wi:.Ll

25XBA 168 wricnce serious disadvantares as the result of currncy dev: luations
ip. 3J.

SOUTIERN TRANCH: In Argenbina the exchange rate of the peso has been
readjusted to expand international trade (p. L),
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1, ENERAL: Probable Eftfectis in Latin American Coumiries of Nevalua~

tion of "uropean Currencies

The Govaluatisn Of | uropean currencies will increase
the protability of devaluvetion of geveral Latin American currencies
and will have a deflationary effect in most of latin Americaj it
way tend o ease scme present latin American trade controlsj but
will have only o limited effect on present trade patterns and
trads wolume,

The devaluation of European currencies will cause the
most pressure for devaluation of local currcncies in those lLatin
American countries whose exports go principslly tc the UK and
destern Zurope, Argentina was under the most pressure and has
been the first "estern Hemisphere country to devalue in the wake
of the Furopean devaluations, Uruguay, Chile, and Peru are dlso
under censiderably increased pressure to devalue, as is Brazil,
but to a lesser extent., Colombia and Feuwador, while only slightly
affected economically by the Ruropean devaluation, may now find it
politically more feasible to make this move, which has been under
consideration for some time, lexico, which devalued its currency
saveral menths ago, and Cuba and Venezuela will be only slightly
affected by the other countries’ devaluations, and are mot likely
to devalue at this time,

The devaluation of Furopean currencies tends to have a
deflationary effect in Latin American countries, Latin American
imports from Europe and the UK, which are about one-third of all
Latin American lmports, will be cheaper,

Latin American exports to the devaluing countries will
tend to decline in volume, and also to decline in value in terms
of pon~devaluad currencies. The decline in Latin American export
prices will be fell particularly where competition with supplicrs
in the devaluing arsa is greatest, For example, Urupusy has a
large stock of unsold vool, which competes with Australian wool,
and the Australian wool can now be sold at lower dollar prices,
Consequently, Uruguey!s wool stock will probably be sold at lower
dollar prices than had previously been anticipated, Unlees Uru~
guay devalues its currency this will mean a lower peso price too,
Sterling debts, owed by such countries as Eclivia, Chile, Feru,
Costa Rica, and Honduras, are reduced in terms of the loecal cur—
rencies, and this also has a somewhat deflationary effect,

The exchange and trade prablems faced by latin American
countries, particularly during the past two years, have resulted
in the establishment of various exchange controls, trade agree-
ments, quota arrengements, and other trade-control mechanisms
designed to shift import orders from the dollar area to soft-
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currency area suppliers, and to maximize exports to the dollar
area, Although trade agreements and soms latin American trade
controls will undoubtedly have to be at least partially renego~
Liated as a result of the Furopean currency devaluations, the de—
valuations will provide an additional incentive for Latin American
purchasers to shift orders to European suppliers, and will there~
fore help to maintain the shift in trade patterns induced by
controls., It may also eliminate the necessity for some of the
restrictive trade controls,

Exports from Latin American countries have been directed
as much as possible toward the US during the past year by use of
sarious trade controls. The Furopean currency devaluations will
tend to support this trade shift to the US, However, since the
US already takes nearly everything that Latin American countries
can supply advantageously, little immediate shift in export pat-
terns may be expected. In addition, the Latin American axport
pattern for such important items as sugar, coffee, tin, and cop~
per tends to be fixed by US market peculiarities and trade agree-
ments, Therefore, Turopean devaluations should have relatively
1ittle effect on Latin American export trade with the dollar area,

Lffect of Devaluation on Rritish Dependencies in the

Western Hemisphere

e basic irade pattern of the British dependencies in
the Vestern Hemisphere is such that serious disadvantages and few
benefits will result from the 30,5 percent devaluation of the
colonial currencies that followed the devaluation of the pound,
VWhile the bulk of exports from these dependencies po to the UK,
they rely on the US for a sizeable portion of their essential re~
quiremsnts, such as food and manufactured goods, Thus in 1948,
even with rigid restrictions on dollar imports, ¥61.5 million
worth of goods were imported from the US as compared with exports
of only $16.5 million to the US, This adverse merchandise balance
was partially offset by a surplus on invisible accounts ~— tour—
ism $11 million, personal and institutional remittances 7 million,
and US military expenditures in the area 1l million, The dollar
deficit for the year was thus reduced to 516 million., Stricter
import controls are now in effect throughout the area, ard dollar
imports will probably be somewhat reduced, Although devaluation
will make it cheaper for Americans to travel in the area, total
dollar earnings from this source are unlikely to increase mater—
ially because of the limitation of accommodation and transporta=~
tion facilities, Further impairment of the dollar position of the
dependencies will result from the decision of the US Air Force to
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alosa fown commletoly {ive of ifts six bhases in the arca. ‘the
~rlocing: of Yhese buwses will represent an annual loss of dollar re-
woang of abont 4 pdllion,

strizier irrort controls will tend to depress the already
Lod otaneara ol iviner in the area and may be a cause of Mture v
ee2t oy The navives,  won if rerchandise immorts from the 1S
a2 an 1o Bhe winime, these dependencies will continve to consti-
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AT TIIA: “odification of “xchan~e Dates

Zhe % Octover adjustment of foreirn exelan o rates for
vhe Arpentine peso and the establishment of a complicated system of
preflerential rates anpear 10 ¢ designed to case ar~entina's dollar
shortage by facilitatin; increased exports to the US; to adjust
the pese exchanre rate to the devalued dollay rate of the pound;
and to gzive domestic industry & certain mr-asure of rrotection,

while it is impossidle to determine the exact effect of
vneae adjustments in the absence of inforration as to the applica-
tion of the various rates to various commwdities, D/I. estirates
that it is a step in the direction of implemoniing the -ovormment
policy of expanding world trade on a competitive price basis, The
Jack of change in the basic export rate (applicable to such items as
beef and grains, wiish htdstorically have constituted atout halfi of
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Argentinats export trade) may be disadvantagecus in the face of re-
cent devaluations by competitors; but this rate may have been re~
tained as a temporary expedient to bargain with the 3ritish for an
inarease in the price of meat to compensate for DBritish devaluvation,

Approved For Release 199708702 - CIA-RDP79-01090A000200045001-5

a

Yy YER T Te



Approved For ReMse 1999/09/02 : CIA-RDP79-01w0A000200040001-5

SECRET

“oexly Gontributions, D/IA Iy Oetober 1649
{CIA Vierking Paper)
Zituavion Nemorandunm 56-19

The Current Situation in Panama

{Summary =- President Chanis, who has been in office only
since 2% Auvgust, faces opposition from saveral political
groups, but has the backing of the Hational Police., Ths
economic situation continues to be adverse, Panamals
small Communist minority has not gained in strength, The
ational Police force continues to be of little conse—
guence as a factor in national defense, The government
contimies its friendiy attitude toward the US.

== U5 security interests are not serlously af-
iected by current developments.)

Political

President Chanis -~ former vice president who became president
on the death of President Domingo Diaz Arosemena on 23 August — faces
political opposition from several groups as the result of his cabinet
appointments, Lhanls appointed a cabinet composed chiefly of supporters
of ex~FPresident Jimenez and as a result does not have a majority backing
in the National Legislature, It is thoupght that Temi Dfaz (son of the
ex~President), "Baby" Jimenez {Diaz' nephew), and some of the Partido
Nacional Revolucionario (PNR) and the Renovadores may offer strong op-
position to the administration in coming months, It is reported that
the police are somewhat less loyal to Chanis than to Diaz, Chief of
rolice femon, who remains in control despite his illness, is friendly
both to the Diaz faction and to some of the Renovadores. D/LA estimates,
however, that the National Police =~ whose support is essential if
Chanis is to continue in office = will back the administration at
leas?t for the present and that the President will therefore rerain in
office for the immediate future,

Econordic

anami s economic situation remains wnfavorable, While it is true
that new sources of national revenue have been established as the result
of the transfer of the activities of four U5 airlines to Tocumen Wation~
al Airport from the Uenal Zone (see International), a peneral reduction
in US expenditures in the Canal Zone is causing a sharp decline in ths
netional income. The total employee strength of the Panama Cansl and
The Panama Railroad Company is at the lowest point since 1940 and cuts
in the number of employees in US defense establishments in the Canal
Zone are anticipated, Work on 15 public works projects was recently
suspended due to lack of funds, disrepair of equipment, ete. The gov—
ernment has taken initial steps toward the negotiation of lcans in the
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S for the purpose of financing public vierks projects, Little has
teen accomplished, however, toward devisine plans for economic and es~
pecially agricuitural developrent, I'or the irmediate future no notavle
innrovenent in tha scononic eituation is exvected,

Cubversive

“The present administration, lile its predecessor, is hostilc toward
local and world Cormunism. fThere z:pears to have been no increase in
Lhe strength of Panama’s small Jomranist minority in recent ronths.
/L foresees for the inmediate future no iherease in Jommunist strensth
and no increase in the l'art:'s low sabotare canabilities,

! ilitary

the dational Police force con:inues to e of practically no value
as & factor in national defense and is mediocre as a police force,
There is little possibility of an increuse in the efficicncy of the
police,

International

in Ioreizn policy ratters thr -~overnment continues its friendly
atiitude toward the US, VUS~contrulled commercial aviation activities
were of ficially transferred to Torumen Hational Airport from the Ganal
Zone on 21 Septerber as an implementation of the US~Fenawanian air
Transport Agreement. This move was heralded by both sovernments as an
important demonsiration of soligaidity in the solution of controversial
international problers,
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o e migestioned, despile btenss o re~al-ction yolitieal
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s, wat carir yriey bo the adninistration 4s
i Fici, Uy intircase din Comrone
A5T BlLIvity aurimg fre pro-elec ion peried poges no
Ckreat to nalional security. In intermational affairs,
even though 9razil hag taken an independent stand on the
Spariish question, it continues to coonerate closely with
the US,

~-+ Brazil‘s decision to send an ambassador to
Spain impinges upon the US segurity interest in solidar—
ity of Latin American governments with the US in extra-
fewisphere mwatters in that this decision was independent~
1y takern )

Palitieal

TR Tmost recent developments in Rrazil's potentially explosive
vresidertial campaign are:  the expensive preparaticns Governor Adherar
<2 Brroe of So Peuls is makine for his eampaion (he has already en—
waged the services of a US advertising agency}; the persistent rumors
thit he is dickering for the support of ex~President Getuvlio Vargas;
ad the continving efforts of the parties supporting the administration
to join forces against this double threat., The ureasiness Parros in-
spires 1s refincted in the unuswal willingness of the gpovernmment~oriented
Jarvies to cooperate with cach other, and at the moment they ssem %o be
wzll on the way to agreement on a joint presidential candidate, Should
ihey fail %o get together, Sarros will stand a better-than-even chance
of winning the election, :

The stability of the fArazjlian Government, hewever, despite pre-
siection strains, conbinues to be unquestioned, The present attitude
of the armed forces — on whom continued political stahility depends ~-
is reasswring, High-raniing officers of the three services rocently
held a series of secret meetinrs for the purpose of reaching a commnon
stand on the elections, Thile *he majority reportedly favor :ar Minister
Ganrobert as the government candidate, the most significant decision
reached was that if Barros should be elected with Vargas' support, but
withovt makine a deal with the Comrunists, the army would not prevent
him frow taking office, Although the army would undoubtedly prefer
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Lnat this decision never be yut to the test, it is an indication of re~
spact fur the constitutional order on the part of the only ~roup at
rresent pvowerful enourh Lo threaten it,

feonomic

T TRiFhoush there appears to be no imrediate solution to irazil's
Ly yrdor geonomic problems <~ inflation and dollar shortage - pros--
recos sear favorable for a praduzl improverent of “razil's econony.

“his is pavticularly true in rerard to that cowitry's dollar posi-
ticn, It is possible that, if' that section ¢f the foreisn exchan-e
budget which ;rants dollars for payuent of the cormercial backlog is not
ravised upward, Brazil may not be able to pay off completely its esti-
rated 1UC.0150 million backlos duc US importers befsre 1951. The new
inpori~export resulations and exchanze controls which heve bheen in force
for nearly three ronths are be-innins to show sina of reater effective~
ness, nowever, and razil may not have to ne;otiste a larpe 1S loan to
pay off' this backlog, Informal conversations concernins a US~Prazilian
irvestment treaty and a convention for the elimination of double taxa=
tion reportedly are now beiny held, The adoption of these two arreerents
would be economically advantaceous to both countries, but should net be
expected to produce effects within 2 few months, In an effort o cur
Lvail the flow of hard currency from the country, Trazil can be expected
to make additional barter-type “rade agreerents with other soft~currency
countries, as it did with Creat ‘ritain (U/La “Xly, 9 avr 49), ond with
rRorvway, in recent weeks, razil may further betier its dollar position
during the coming year because of the stron: position of coffee =
still drazil's major source of dollars = the ~rice of which, both in
the spot market and the futures zarkeb, has reached a record high, This
pregent high price of coffee nay continue durins the next two or three
years, savin; a world-wide depression or a serinus sethack of "razil's
principal custorer, the US, because the current world consumption rate
of coffee considerably exceeds the world mroduction rate.

Grazil¥s crop for the past season (1 Jul L&~1 Jul L9) was consid—
crably smaller than tinmt of the previous season, and, should the rate
of exportation of the 1%=Li) season continue, Arazilian stocks will be
reduced to a very low level by next July when the 1950 harvest will be=
gin to move into export chamnels, It is too early to estimate the amount
of the 1950 harvest, but i% is not likely that it will exceed by much,
if any, the present crop, .

Following the amouncerment that Great “ritain and other aronean

countries had devajued their currencies, irazilian Finance linister
Silveira stated to the press in Mo that ¥razil would not devalus the
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rtuzeir, ard 2 dnlegate of the Sypazd li2n Treasury in lew York City
Caid tiat Brazil had not rzde, and did not intend ta make, any request
W the intermational Honetary Fund for an alteration in the par vaiue of
“ie cruzeiro, Beeause Prazil is receivine high prices for its mijor ex—
rerts ond has po larpa surplusas of commndities to Y quidate and because
frazilis economy is basically stable, there appesrs %o be no compelling

redson from an economic standpoint for Irazil to devalue its curreney at

this time, D/IA estimates that there are no immediate prospects for the
dovolustion of the erugeiro,

Iilitary

o significant developments affecting strength or disposzition of
the Brazilian armed forces have been rerorted in the last few months,

The difficulty of finding candidates sufficiently prepared for the
courses of instruction at the military, naval, and air academies this
year became acute as a very small minority of the applicants were able
to pass the entrance exsminations, In an effort to meet this problem,
the air forces recently opened a preparatory school in inas Gersis to
train prospective candidates for admission to the air acadery. The
lavy lHdnistry, reportedly, plans to open a similar school for naval aca-
dewy canaidates,

siv 3 September the 2razilian navy commissioned the second of the
six elaws WAn destroyers it is building, Uhile present Rrazilian naval
plenring is still largely aimed at reutralizing a possible Arpentine
threat, some of the younger officers reportedly hope eventually %o con~
centrate on building up a small, modern navy geared to anti-submarine
smariare.

ihe morale of the armed forces is telieved to be high, and their
loyalty to the present adminiatration is unquestioned,

Subversive
"7 "The Intense Communist activity and aggressiveness of the last two
months seem to have had a thrse~fold motivation: to further the propa~
ganda objectives of the Soviet Union: to invite suppression in the hope
of turning Brazilian liberals against the Dutra governments and to train
the Party membershin in subversive tactics, It was apparently with these
ends in mind that the Communisti revived their "peace" campairn, a2nd, in
spite of police prohibitions and arrests, made a viporous and coordinated
effort throughont the country ta hold meetings in preparation for the
Continental Peace Congress in lexico Gity . A further expression of this
aggressiveness was the violent speech by Pedro Pemar, Drazilian Communist
Ueputy elected on the Partido Sccial Provressista ticket, in the ilexicc
City "peace coupress", repcrtediy accusing the frazilian army of taking
orders from US generals, which caused some congressmen and newspapers to
demand trat he be deprived of his sest in the Chamber of Deputies,
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Such activities, resardless of their benefits to Cormunist organiza—
tion and yroparanda, pose no imrediate thrests to razilian national sec=
arity, It is true that local officials, bidding for Commnist votes,
w331 e inclined Lo allow thenm more latitude than uswal, :iving them a
cuones W toke advandare of  the opportunities offered by the electoral
campaign to stir o more serious trouble and possibly to proveoks volice
cr military action ajainst themselves or other politieal ~roups, ‘The
federal ;overnment, aowever, will use ricsorous reasur:e for circurmscrib~
1> 2omcinist camebilities for videseread actiong for exarmlae, the ‘inister
of Justice is oxpected to put pressure on siate .ov:rmuents o rrevent .ny
co'woicuous cormmist~inspired demenstrations. Presidential eandidates

1oy, Gecause of the arnmy's cleariy defined position, be discouraped fronw
makm,.; any deails vith the Jomamists,

Inneg}gtlonal
Srasident Dutra ammounced this month that razil will send an anbas—

undor to Spain to £i1l the pcst which was vacated in 1249 in compliance
with the recommendations of the United ilations “eneral As semply, This
action, motivated by cormercial considerations, irpinres unon the US
security interest in the solidarity of latin American *ovpmmen bs with
the U5 on important extra-llemisphere ratlers in that 3t i indcpendently
taken. This particular rove, however, camct e censidercd contrary to
3 policy since the US has followed a neutral course on the Francor
recornivicen question, This action points un the fact that Trazilts
usual close cooperation with the US will, as occasion demands, ve ten~
nered by those actions which Trasilians .)elmvc will ‘"e'mflt ‘razil or
the world in reneral., The decision to nornmalize relations writh Sranco
Spain is not, hov wever, ¢on 1sidered b L/7 4 to be any rudﬂratd on that
Jrazil will alter its reneral policy of mrior consuliation and close co~
cveration witn the UL in the intermaiiconal field,

Urficially, DBrazil mointains friendly relstions with 2ll its neigh=
bors, sut drgentina continues to be s souwrce of apprehension in govern-~—

ment circles, particularly amon: ”f‘101a1~, of the armed services {L/LA
Xy, 19 Jul L2).

Fa ST R

11,
Approved For Release 1999/09/02 : CIA-RDP79-01090A000200040001-5

Y

C Y VYR SETH R W VAR YO TAMYR R TE Cmm Swwm ey

T T T SR W TR T SR TTREN TR CTECW SRR (TWE TR o



